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Since becdming Gencral Secretary, Mikhail Gorbachey has reduced the
traditional priority accorded to weapons programs in favor of activities that
would benefit the consumer and the industrial modernization program.
This paper discusses the Soviets' resource dilemma and Gorbachev's
evolving strategy for enlisting.additional defense industry support for his
civil programs. A forthcoming paper, Gorbachev's Strategy for Managing
the Defense Burden, will examine Gorbachev's efforts to hold down the
defense burden; assess the potential economic impact of steps he has
already taken to reduce defense requircments; and consider additional
foreign policy, arms control, and force restructuring initiatives Moscow
might make to reduce the defense burden in the years ahead. We are
continuing research to determinc the impact on weapons production of
Gorbachev's changed priorities and to assess the likely economic benefits
resulting from the diversion of defense industry resources.
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Key Judgments-

Information availabte
as of 23 January 1989
was used in this report.

Gorbachev’s industrial modernization program requires many of the same
resources—basic materials, intermediatc goods, skilled 1abor, and capital
cquipment—needed for weapons production. As early as 1985, many
Western observers judged that this effort would lead to intense resource -
competition between the military and civil sectors. Some Soviet officials, in
fact, hinted that a diversion of resources away from the military would be
necessary to achieve their economic goals.

But ! __jSovict weapons
acquisition activities since early 1985 has provided convincing evidence

that the resources devoted to the production of military hardware have
continucd to grow during the past four years. In fact, Gorbachev has
accepted new highs in Soviet spending on weapons, primarily because he
came to power when a number of new-generation weapons were being
introduced into Soviet forces.

Since early 1987, however, Gorbachev has been confronted by continuing
difficulties with his industrial modernization program and increased
cemands from consumers for improvements in their living standards. In an
2ttempt (o meet its civil goals, the Soviet leadership recently has taken
steps to:

* Revitalize the industrial modernization program by refining and refo-
cusing its goals. Moscow has ordered the key machinc-building sector to
step back from its across-the-board effort 1o modernize its output and to
focus on 44 priority areas. It has not, however, scaled back the sector’s
overall investment and production targets.

Carry out a midcourse correction that gives greater attention to
consumer needs. The Soviet leadership is reallocating investment re-
sources toward consumer targets—including housing, food processing,
and light industry—and is demanding sharp increases in consumer goods
production.

Sharply increase the defense industry’s contribution to civil production.
In late 1987, the sector was assigned a major rolc in a program to retool
the food-processing industry during 1988-95. This role includes shoulder-
ing much of the responsibility for constructing 29,000 enterpriscs and
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'rctooling 38,000 enterprises that process agricultural raw materials. In
addition, the defense industry has been ordered to significantly increase
production of consumer electronic goods and appliances.

Although Moscow has called for unprecedented measures to boost defense
industry involvement in its civil agenda, these actions alone will not result
in the flow of resources required to revitalize the modernization program
and to provide the necessary gains in consumer welfare. Possibly in
recognition of this fact, Soviet officials have recently revealed that weapons
production will be reduced to free additional resourccs for the civil
economy. In October, the Minister of Medium Machine Building—the
most secretive defense industrial ministry and the one responsible for
nuclear weapons production—publicly detailed what his Ministry is doing
to support civil programs. He was careful to point out that military
programs would be cut and that weapons development and production
resources would be diverted to civil projects. In addition, in early January
the Soviet press rcported an interview with the head of the Military
Industrial Commission on the defense industry's role in retooling the food-
processing industry. He stated that these tasks would result in reductions in
weapons production but “no further than the level of sensible and reliable
sufficiency™ for national defense. :

Gorbachev is now seemingly in a position to take evén more dramatic steps
to secure defensc industry resources for his civil programs. Since becoming
General Secretary, he has asserted his control over the military decision
making process:

* He was successful in gaining approval for the concept of a “reasonable,
sufficient defense” in the official statement of Warsaw Pact doctrine
published in May 1987.

The Soviet party conference last June proposed a resolution which stated
that all weapons production must be geared toward qualitative measures
that accord with defense doctrine, and that resources be released for
peaceful purposes.

The Soviet leader's decisions on INF, withdrawing forces from Afghani-
stan, and pursuing a rapprochement with China directly help and
indirectly hold down future requirements for military hardware.

-
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The capstone of this four-yéar cfiort was Gorbachev's speech before the
UN General Assembly in December 1988. He announced that the Soviet
military would be reduced by 500,000 men over the next two ycars and
that 10,000 tanks, 8,500 artillery pieces, and 800 aircraft would be cut
from Soviet forces in Eastern Europe and the European part of the USSR.
He also indicated that the reductions would make a major contribution to
‘the Soviet economy—both by providing personnel to be reintegrated into
civil occupations and through converting defense plants to civil production.
When questioned about his UN announcements during a meeting in
January, Gorbachev stated that the military budget would be reduced by
4.2 percent and the production of arms and equipment by 19.5 percent.

t R hese claimed
reductions refer to the total Soviet defense budget—not the much smaller
spending figure that the Soviets announce publicly—and that they will
occur during the next two years

In the near term, these claimed cutbacks in weapons production most likely
will involve land arms and military aircraft—the systerns affected by the
announced force reductions. The manufacturing technologies used by the
facilities producing these types of systems are similar to those required for
the production of transportation, construction, agricultural equipment, and
civil airliners—products important for improving consumer welfare and for
repairing a ncglected national transportation network. For this reason, we
believe Moscow will move quickly to retool and retrain where necessary,
and then use the released plant capacity, capital equipment, engineers, and
production-line workers to produce closely related civil goods

Over the longer term, we expect the impact on weapons production of
Gorbachev's changed priorilties to be even greater. The fact that Gorba-
chev's announced cuts are to be fully implemented just as the 13th Five-
Year Plan begins suggests that, in preparing the Five-Year Defensc Plan,
the General Stafl is working with 2 smaller—and probably more modern—
set of military forces than originally envisioned, thereby reducing futurc_
modernizatjon requirements. Moreover, we believe— L

j—_that Gorbachev is considering further actions. In fact, the
Sovict leader himself recently stated that by January [991, “our forces will
be defensive in nature.’




The Soviets will still need to translate the resource diversions made possible
by these lower force requirements into improvements in consumer welfare
and progress in the industrial modernization program. As part of their
planning for the next five-year period, Soviet officials will need to link the
defense industry resources relcased from the consolidation of weapons
production, unilateral cuts, the withdrawal from Afghanistan, the INF
agreement, and possibly further arms control agreements to priority civil
requirements for equipment. In some instances, Soviet planners may first
assess the most critical civil needs for equipment, determine which defense
industrial facilities can best meet those needs, and then translate those
changes into cuts in specific military programs

While a substantial diversion of resources away from defense will help the
Icadership in addressing civil modernization issues, they only serve to buy
Gorbachev time. In effect, the transfer of resources is yet a further
application of traditional Soviet economic strategy of boosting output by
applying more resources to the problem. In the final analysis, economic
modernization and productivity increases can be realized only through the
application of highly controversial and potentially destabilizing economic
reforms. The leadership is increasingly aware of the necessity of such
reforms and their attendant risks; in all likelihood, the game plan is to use
the breathing space gained from a transfer of resources from defense to
build rank-and-file commitment to the rcgime's economic program and
otherwise prepare the groundwork for these fundamental changes. Wheth-
er this strategy will succeed is highly problematical.
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USSR: )
Trading Guns for Butter

The Initial Strategy: More Guns and More Butter

Gorbachev announced his industrial modernization
program in 1985 in an attempt to reverse the USSR's
economic slowdown and to narrow its growing techno-
logical gap with the West. When he took over as
General Secretary, the country was saddled with:

e An incfficient, antiquated industrial sector with
declining rates of growth in both output and
productivity.

* An energy sector beset by rising costs and a slight
decline in production of oil—its major fuel.

¢ An incfficient farm sector that, despite large invest-
ments, still employed 20 percent of the Soviet labor
force, compared with only § percent in the United
States.

¢ A consumer scene marked by lengthy queues, ra-

. tioning of some goods, pervasive black-market activ-
ity, and shortages of basic necessities, especially
food.

. The new Soviet leader immediately established as one
of his top prioritics an industrial modernization pro-
gram that called for the widespread replacement of
outdated plant and equipment and the rapid introduc-
tion of advanced, high-quality manufactured goods.

The focal point for this effort was the machine-
building scctor, which produces. not only the capital
equipment needed for industrial modernization but
also nearly all Soviet military hardware and most
major consumer goods, including appliances, automo-
biles, and consumer clectronics. Civil machine build-
ing was assigned ambitious targets in 1986-90-—the
12th Five-Year Plan (FYP):

« Output was to incrcase by 43 percent during 1986-
90. Targets for high-technology equipment were
even higher. For example, planned growth was 125
percent for numerically controlled machine tools,
225 pereent for robots, and 330 percent for process-
ing centers.

» By 1990, 60 percent of the sector’s production
equipment was to have come on line during the
preceding five years. To reach this goal, investment
in civi! machine-building ministries was (0 rise by
80 percent, while the withdrawal rate for old equip-
ment was to quadruple by 1990.

The consumer, for his part, was explicitly called on to
wait a number of years for the payoff from this
program. Production of consumer goods was sched-
uled to grow very slowly so as not to compete with the
resources nceded for the production of capital equip-
ment.

Protecting Defense

At the time Gorbachev announced this program,
many Western observers thought the required produc-
tivity gains would not be forthcoming and that the
Soviets would thus be hard pressed to find the extra
resources needed to upgrade civil industry. Since the
defensc industry—which is part of the machine-
building sector—has historically produced a sizable
share of the USSR’s capital equipment and consumer
goods, it was in a good position to directly support the
modernization program (see inset). Moreover, many of
the resources required by civil machine building and
the rest of civil industry also were needed for weapons
development and production. Thus, many Western
analysts judged early on that the modernization pro-
gram would involve intense competition between the
military and civil sectors for some basic materials,
component parts, skilled labor, and capital equip-
ment.

Some Soviet officials, in fact, hinted that a diversion

of resources away from defense would . be required to
achieve their economic goals ] :

o
o |




The Soviet Defense Industry:
Support for the Civil Sector

Of the 16 industrial ministries that make up the
machine-building complex, nine—collectively re-
Serred to as the defense industry—specialize in mili-
tary hardware while the other seven produce primari-
ly civil goods. The bifurcation of these ministries
does not mean, however, that production is neatly
segregated. The civil ministries produce military
items such as armored vehicles and missile launch-
ers, while the defense industrial ministries produce a
variety of civil goods. In fact, we estimate that the
share of civil products in the output of the defense
industry grew from at least 20 percent in 1965 to
more than 30 percent in the early 1980s.

Gorbachev called on the defense industry to increase
its support to the civil sector during his first year in

office:

* The sector was directed 1o improve the quality and
slightly increase its production of consumer dura-
bles, such as television sets and refrigerators.

* An analysis of Soviet production plans indicate that
the defense industry was to boost its produciion of
high-technology capital equipment, including com-
puters, microelectronics, and machine tools.

* The leadership transferred several high-level de-
Sense industrial managers 1o civil projects and,
according to classified and open-source reporting,
directed the defense industry to transfer some
specialists and technologies to the civil sector.

* InJune 1986, Politburo member Lev Zaykov stated
that “it has been decided not only to make more
active use of the defense sectors of industry 1o
produce civilian and consumer goods, but also to
involve them in the retooling of light industry, the
Jood industry, public catering, and trade."

When the response was halfhearted, the leadership
criticized individual managers, but we saw no signs
that they were forced to carry out these tasks.

For the most part, Gorbachev appeared to expect the
defense industry to meet his demands through im-
proved efficiency rather than a diversion of resources.
During a speech in Minsk in 1985, Gorbachev report-
edly told the military leadership that it would have
10 be more efficient before it could ask for more
spending. In subsequent speeches he returned to this
theme and suggested that the defense industry, like
the rest of the work force, must do better. Soon after

. that, we saw evidence that the leadership had im-

posed specific measures to cut down on waste within
the defense industry. For example, the sector was

directed to extend the service lives of a number of -
weapons in production and to use its capital equip-
ment more efficiently




Consumer
durahtexs

Producer
durables

1965 70 5 80

Selected Defense Industry OQutput: Estimated
Share of Total Production in 1982

Consumer Durables

Refrigerators 50
Washing machiacs 3}
Tape recorders

Television sets 100

Producec Durables

Numerically controlled machine tools 30
Computers 75-90
Tractors s

L ’ the economy was
virtually on a * war tooting™ and'claimed that “econo-
mists calculated that only half the increase in produc-
tion sought by the leadership could be achieved
without a substantial diversion of resources away
from the military." Moreover, Gorbachev-
L S

said that the buraen of military spending
was a priffiary stumblingblock on the path of cconom-
ic revival,

o

At the same time, however, Gorbachev also faced
compelling reasons not to divert defense industry
resources 1o civil projects. Specifically, he first had to:

» Secure a more benign international security envi-
ronment. The deterioration in East-West relations
following the invasion of Afghanistan in 1979 end
the subsequent refusal of the United States to ratify
the SALT I! Treaty had contributed 10 2 growing
tension among Soviet leaders. Moreover, the West,
led by the United States, had begun to step up its
defensc effort

this buildup was used to justify 2 “war scarc" in
the Soviet Union by the carly 1980s. In fact,
Gorbachev claimed in 1985 that the strategic envi-
ronment was more dangerous than at any time since
World War {1.

Ensure that several high-priorit y weapons programs
successfully entered production. Despite extensive
cflorts to modernize during the 1970s, the Soviet
defense industry continued (0 be hampered by diffi-
culty in introducing and assimilating new produc-
tion technologics.? As a result, the sector had experi-
cnced delays in producing several new weapon

o




systems during the late 1970s and carly 1980s,
which had exacerbated the USSR's technological
lag behind the West. Morcover, with several new-
generation weapons still in the latter stages of
development, Gorbachev was under pressure to
speed, rather than to delay, their introduction.

Develop a broader political base. When Gorbachev
took over as General Secretary and head of the
Defense Council, most decisions regarding develop-
mental weapons programs and production schedules
for the 12th FYP had already been made or were in
the last stages of discussion. He probably did not
have the wide-based support that would have been
nceded to overrule many of these decisions—if he
had wanted to—because prodefense officials, such
as Gromyko, Ligachev, and Chebrikov, were influ-
ential members of the council.

Moreover, Soviet leaders may well have believed that
civil industry was poteatially capable of achicving its
ambitious performance targets and that they would be
able to avoid having to transfer substantial defense
industry resources to civil programs. Initially, the
Gorbachev regime expressed high hopes for accom-
plishing its economic goals by sharply improving
productivity in Soviet industry; it tasked civil industry
to simultareausly increase production and improve
the quality and technological level of its output in the
12th FYP. Gorbachev remanded the plan repeatedly,
cach time secking more strenuous targets for industri-
al production and investment. He and others in his
regime were publicly optimistic and, in all likelihood,
privately hopeful that top-down administrative levers
would be sufficient to spur industrial workers to
achieve these tough targets by sharply improving their
productivity.

Keeping Weapons Programs Intact

C

-
re-
sources devoted to the production of military hard-
ware increased during 1985-88. We obscrved only a
few disruptions to selected weapons development and

production programs—and most of these probably
were not related (o economic stringencics (sce inset).

Gorbachev had, in fact, accepted new highs in spend-
ing on military hardwarc. After a decade of no
growth, the valuc of military hardware procured from
the defense industry has grown in real terms by about
3 to 4 percent per year since 1985 (see figure 1).
Expenditures for mlhlary aircraft grewby 4 t0 S
percent per year, in large part because the aircraft
being produced are larger, more sophisticated, and
therefore more expensive. The growth in value of
output of the missile industry has been even more
dramatic. After declining by nearly 10 percent annu-
ally during the first half of the 1980s, outlays on
missile production have increased since then at an
average rate of nearly 7 percent per year. Likewise,
spending on the production of naval ships and subma-
rines has also increased steadily since Gorbachev
assumed power in 1985, although the surge |n output
had already started in the early 1980s.

The main factor behind this upturn in military hard-
ware expenditures is that Gorbachev came to power
when a number of new-generation weapons were
being introduced into Soviet forces. During the past
four years, the Sovicts have introduced expensive new
systems in all categories of weapons:

* Missiles. The SS-24 rail- and silo-launched ICBMs,
the SS-25 road-mobile ICBM, and the SS-18 Mod
5 ICBM have all cntered series production.

" Aircraft. Two new transports—the light An-74

Coaler and the heavy An-124 Condor—were intro-

duced. The Tu-160 Blackjack bomber entered pro-

duction. Production of three major fighter programs
either began or accelerated.

! As pant of the INF Treaty, the Soviets are chmmaung three

classes of missiles and have publicly a d that some i
ed (acilitics arc being converted to civil production. However, to
date we have not scen any cvidence of these conversions.




The Soviet Defense Industry Under Gorbachev:
Limited Signs of Civil-Military Competition

Since Gorbachev became General Secretary, we have
identified only one case—involving the Mi-26 heli-
copter—af competition between civil and military
customers. The Soviets view their Mi-26 helicopter as
essential for botk civil and military uses because it
can quickly transport objects weighing up 1o 20 tons
over long distances—to remote air {pree units or to
oil and gas fields in the far north. f

" Jeivil production of the Mi-26 ma
interrupted or competed with military product
date, however, we have not seen evidence that p
tion of helicopters for the military has dropped

L

* Land arms. Production of a new tank—referred to
as the FST-1—began.

* Naval ships. The Delta-1V SSBN, Akula SSN, and
Sierra SSN submarines all entered production, and
the Typhoon SSBN continued at a steady rate. The
new Baku-class VTOL carrier was completed, and
long leadtime expenditures of at least two, and
passibly three, Thilisi-class aircraft carriers began.

* Space systems. The Mir space station, the Slt]—”
heavy lift launch vehicle, and the space shuttle all
were introduced during this period as well as new
communications and reconnaissance satellites

The Soviets also appear to be continuing 8 massive
resource commitment to the research, development,
test, and evaluation (RDT&E) of military programs.

(-

3 Our analysisc-

) indicates that
the Soviets have not scaled back the resources they
commit to military RDT&E since Gorbachev became
General Secretary. In addition

J Moscow has at least 105 major weapon
systems in advanced development—almost the same
number we estimated in the carly 1980s.

‘1t must be noted, however, that some civit R&D activity takes
place at these facilitics. Whilc we attempt to adjust our estimates to
climinatc civil-dedicated resources, our ability to do 5o is limited.
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The Evolving Strategy: Revising Economic, Social, and
Military Priorities

Refining and Refocusing Civil Modernization
Gorbachev's program to modernize civil industry got
off toa relatively good start. By the cnd of 1986,
Sovict leadcrs were almost euphoric about the pro-
gress being made, but their optimism came to an
abrupt end at the beginning of 1987. Most notably,

civil machine building—the key sector for moderniza-
tion—was unablc to cope with the demands being
placed on it and began faliing far short of targets for
output, quality, and plant modernization. When the
situation-did not improve by the fall of 1987, the
leadership grew impatient and critical. This pressure,
however, only promoted a sense of desperation among

" machine builders.:

Sovict officials and economists have acknowledged
disappointment in the progress that civil machine
builders have made since 1985 in:

* Improving product quality. Press reporting of state-
ments by high-level Soviet officials indicates that
“no fundamental improvements™ in quality have
been made.

* Increasing the technological level of their output.
Although published data indicate that the techno-
logical level of civil machinery has improved consid-
crably, Soviet officials publicly admitted last sum-
mer that thesc figures overstate the actual progress.

Upgrading their own production base. For example,
Sovict economist Leonid Albalkin stated that the
increasc in investments in machine building had
“not yet become noticeable™ in the sector's
performance.

[

Supplying the rest of the economy with equipment.
In September 1988, a high-level machine-building
official stated that “‘the requirements of the major-
ity of sectors of the national economy for necessary
cquipment were still not being satisfied.” He also
conceded that production plans for civil machine
builders exceeded their potential by two to three
times and that this situation would not improve in
the near future

C




Although civil machine builders will not be able to
reach their 12th FYP targets, Gorbachev and his
allies are not backing away from the modernization
program.* Instcad, they are taking steps to revitalize
the program by refining and refocusing the underly-
ing strategy. In September, Aleksandr Kamenev,
First Deputy Chairman of the Bureau for Machine
Building, admitted that it was necessary to abandon
attempts to improve all of machine building immedi-
ately becausc there simply were not cnough resources.
He announced that the sector has been directed to
step back from its across-the-board eflort to modern-
ize its output and to focus on 44 priority areas (see
table 1).

The leadership has refocused machine builders® ef-
forts, but it has not scaled back overall investment
and production targets. In linc with the 44 priority
areas, the draft 1989 plan includes sharp increases in
consumer-related production by the machine-building
sector. At the same time, the plan calls for an
intensification of the development of machine tool
building, instrument building, electronics, and electri-
cal equipment—the same industries targeted for pref-
crential development in the original 12th FYP goals.
Similarly, the leadership has revealed that an addi-
tional 3.6 bilfion rubles will be invested in cxvnl
machine-building's research base.

Raising the Priority of the Consumer

Gorbachev’s assumption that the Soviet consumer
would be willing to wait his turn proved to be just as
flawed as his plan to achieve economic modernization
goals through improved productivity. The leadership's
decision to defer most improvements in consumer
welfare while simultancously calling on workers to
redouble their efforts created tensions from the start.
Glasnost, in particular, served as a catalyst to galva-
nize public outrage over the lack of tangible returns
from perestroyka. We belicve that, by the end of
1987, the consumer was actually worse off than he
was in carly 1985, when Gorbachev assumed the post
of General Secretary. The consumer scene is still
marked by lengthy queues, rationing of some goods,
pervasive black-market activity, and shortages of ba-
sic necessities, especially food

¢ For cxample, the Sovict press reports that during a December
1988 Politburo mecting atieation was drawn to the ™ “inadmissibility
of any deviation™ from the program for moderaizing machine
building

Having concluded that improved consumer weifare
was necessary to engage worker support for mudern-
ization, and for his regime's programs in general,
Gorbachev has adopted a major midcourse correction
designed to get the momentum going in the consumer
sector.’ Soviet planners have clearly departed from
the original 12th FYP targets by setting across-the-
board increases in production targets for consumer
goods and services. Production of consumer goods is
slated to grow in 1989 by 7 percent ratler than the
original target of 5.7 percent. Retail sales of consumer
goods are to risc 6.1 percent over the plan targets for
1988, and services, 8.1 percent. Spending on housing,
cducation, the cnvironment, pensions, and other social
services will also be increased. To meet longer term
goals for consumer goods, large increases in invest-
ment in food processing, light industry, housing, and
other social purposcs arc planned. Morcover, at least
16 of the 44 priority areas for equipment are clearly
intended to benefit the consumer.

Tapping Defense Industry’s Potential

In an attempt to cnsure that there are sufficient
supplies of capital equipment and consumer goods to
recharge his modernization program and to improve
consumer welfare—and in recognition of the difficul-
ty of obtaining this equipment elsewhere (see inset)}—
Gorbachev has dirccted the defense industry (o in-
crease its civil production sharply. Moscow's cfforts to
cxpand defense industry’s role in its civil agenda first
became apparent in October 1987, During a Central
Committee conference, Premier Nikolay Ryzhkov
presented the defense industrial ministries with a
specific plan for their involvement in a major program
to retool the food-processing sector. He declared that
they, along with other machine-building ministrics,
would be required to increase deliveries of equipment
to food-processing plants by ““fourfold to ninefold by
1995." In addition, in February 1988 the Central
Committee and the Council of Ministers passed a

A




PSRSUPPIT) P L L
Number of  Specific Fmphasis
. s Areas’ e . o
Social development . - 4 . Consumer goods,

oo - T . , medical equipment.” . N
™ WibIRking dnd prifting éqiipineat
.on¢ not reported . e

" Major Emphasis

Ia particular. colar tclevision sets. videco
.. cassautg recordecs. (élrigaratogs and. ;.
freezers; - ’ ) ) .
.f_adi:‘ignnsticoquipmm: St D et e
finishing. taaning. and footwear cquip-
mceat for light industry;
_knitting machincs

Food program_ 8 Automated processing complexes, Processing cquipment for the dairy
scalcd-down equipment for industry,
brigades and private farms. stainless steel cquipment,
advanced technologies, packaging cquipment,
five not reported measuring cquipment,
cquipment for processing lruits nd
vegetables.

beverage cquipment.
e rcl'_ri‘gc.ralcd storage

Transportation 12 Subway trains. Locomotives with improved braking and
local rains, electronic systicms:
improved buscs, freight cars—-including refrigerated and
compact cars, . special-purposc rolling stock:
cight not reporied o train co_mmqniqqlionagpd.cqm,rg[. i e R . -
. . . S e e e " equipment: L -
boats. including iccbreakers:
mechanized loading and unloading
e e — . .. Souipment - - -
Construction machinery 3 General construction equipment,

road-faying cquipment,

road-repair cquipment.

three not ceported
Fuel and energy equipment } None reporied Motors, engines, and valves;

geophysical equipment,
. I L . high-quality, aoncorrosive stecl niqcs i
Mectallurgical equipment ] None reported Scrap steel processors.,
electric arc furnaces,

. volliag mills X

Machine-building equipment ) Nonc reported ‘ Machine tools,
computcrs,
~ L e _clectroni s/clectrical equiy 1 .
Chemical aad forestry cquipment 3 Neac reported Pracessing equipment with automated
controls;

noacorrosive tanks:
engincering plastics:
stainless steel, titanium pipes, and valves

* As part of their cflort to rcfine and refocus their industrial
modernization program. the Sovicts have set 44 priorily arcas for
machine building. Because they have not released complete infor-
mation on these priorities, we have used other reporting o help Gl
in the gaps.
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Gorbachev could turn 1o’ Edstern Europe or the West

.o Jorfucther helpin.theeting these demands for equip-
menf, but we believe a sharp increase in imports is
unlikely and, in any-case, would not significantly
close the gap between supply and demand. Moscow”

Ve rocould step up the présyire on-Edstern Eivope Jor 4

-o.. more and. higher. quality.machinery,.but such de-.
.mands would produce only marginal benefits because
of the economic constrajnts faced by Eastern Europe
as well as strong resistance in those countries to
helping the Soviets. At the same time, Gorbachev has
clearly stated that he does not want to rely on
Western imports because they inhibit indigenous
technological advance. Moreover, we believe Moscow
will not sharply increase its Soreign debt for fear of
the economic leverage it would give Western govern-
tnents and bankers and out of concerns for servicing a
heavy debt burden in the future. Nevertheless, the
Soviets are looking to Western imports to help pro-
vide at least some quick gains in consumer welfare.

© o In recent months ' Wéstern banks kave negotiated =

credit lines with the Soviet Union worth $6-9 billion,
mostly for purchases aof equipment jor the production
of consumer goods. But even stepped-up borrowing
would provide only a drop in the bucket for an
economy that produces roughly $2 trillion worth of
goods and services annually

joint resolution on retooling light industry. The resolu-
tion specifically directed six of the ninc defense
industrial ministries to increase production of equip-
ment for light industry by 150 percent during 1988-
9s.

Evidence of an cven larger civil role for the defense
industry was provided by the restructuring of the civil
ministry responsible for producing a large percentage
of Sovict consumer durables and capital equipment
for consumer-related industries. On 1 March 1988,
the Ministry of Machine Building for Light and Food
Industry and Houschold Appliances was disbanded
and most of its 260 plants resubordinated to the

R A
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" the effort and has rétain d-autharity over these:
B O Rt

v }normally 1t would
fequirc seven to 10 years to modernize food-process-

wants results in two or three years and “thatis
‘possible if you enlist techinically advanced sectors in
the solution of the problem.

Moscow did not stop with these actions. In August of
this year, the leadership bolstered its commitment to
the consumer by publishing in quick succession three
resolutions dealing with improving consumer welfare.
One of the resolutions specifically calls on eight of the
nine defense industrial ministries to improve the
quality and increase their production of televisions,
refrigerators, and freczers. [n addition, it directs
unspecified ministries (defense industrial ministries) to
convert production capacity currently being used to

“

..produce “production and, technical goads.[weapons] - - -

for which demand is falling” to production of consum-
er goods. Since the publication of these resolutions,
scveral Soviet economists and officials have also
claimed that the defense industry will be required to
convert some weapons manufacturing facilitics to
consumer goods production

The Soviet leadership's actions to increase defense
industry’s responsibility for providing immediate
gains in consumer welfarc is clearly reflected in the
1989 plan, which calls for sharp increases in consum-
cr-related production that far exceed original 12th
FYP targets. For example:

« Defense industry and civil machine-building minis-
tries are to begin producing at least 200 types of
cquipment for the agroindustrial complex—more
than four times the number introduced in 1988.
Overall, production of equipment for the food-
processing sector is scheduled to increase by 25
percent in 1989.

ing and light industry facilitiés, bus the-leadership-... ..
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new cquxpmcnt for light mduslry
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* Production of “nonfood™ consumer goods is to ex-

.ceed five-ycar-plan targets by 8.6 billion rubles. The

largcsl increases are.planped for- color television sets.

“and’ v:dcocasscttc rccordcrs whiich we. csumalc arc
~produced cntirely in deferise industry.” .

Finally, defense industry is being called on to
strengthen its support for other consumer-related
industries:

* Opcen-source reporting indicates that the Ministry of
the Aviation Industry has come under increased
leadership pressure to complete the development of
its three new civil airliners by the early 1990s.

On 21 November, the Chairman of the USSR State
Committee for Construction stated that the Minis-

oy of the Defense lnduslry«—rand possibly other.

“defense industrial ministrics—will produce cqunp-
ment for the construction of new housing. He
indicated that about 40 percent of the plumbing
fixtures used in the Soviet economy by 1995 would
be produced by the defense industry.

One of the resolutions on improving consumer wel-
fare directed the defense industry to produce equip-
ment for consumer leisure activities and health care
during 1991-95.

The Ministry of the Communications Equipment
Industry and the Ministry of the Radio Industry
were tasked to set up a broad network of consumer
clectronics service centers

At least some of the defense industrial ministries werc
initially apathetic about their new civil assignments,
and, at first, the leadership responded to such indiffer-
ence with carrot-and-stick measures. To provide an
incentive for the defense industry to produce civil
goods, the Council of Ministers passed a decree in
mid-September 1988 that allows the sector to retain
profits from above-plan production of consumer

. goods——pr—tvmus it had 10 rcmu most proﬂ(s % mc
to lncrcase by IZ pcrccnt in 1989 The plau also state. In: : .

qlor,
"Eeriously

Sremies o DR P R

~ During thepast few momhs the Soviet lcadershlp has-
.-tiined pp the heat on the, wca.pon& producers. For.

" Ministers in mid:October, Premier Ryzhkov rebuked”

Qr r;g,t faking i nsg:qnl mppmh;l\q:s e
gl “the end ¢ of ‘{988 the ‘defense.

industry rcportedly made little progress m dcsngnmg

“afd Prodiding new producls or the cml sector

‘cxample, unngalclcvnsed mecungoftthouncxlof o ]

Chairman of the VPK Igor Belousov for defense
industry’s failure to boost production of machinery for
food processing over the past year. Ryzhkov ordered
the defense industry to staff newly acquired civil ]
plants quickly with its best people and to integrate
production of food-processing equipment into its
mainstream—weapons production. He warned that
anyone who failed to get with the program “is making
a big mistake.’

Probably in response to the public nature of the
criticisms and heightencd leadership pressure, Lev

.. Ryabev, Minister of Medium Machine Building—the - -« - o\ ooveoere oo v

most secretive defense industrial ministry and the one

responsible for nuclear weapons production—publicly

detailed what his ministry is doing to support civil .-

programs during an interview reported in the Soviet-

central press on 9 November. He explained how his

ministry is planning to sharply increase production of

cquipment for the dairy industry and for private

consumers. Moreover, he was careful to point out

that:

* “A number of military programs are being cut” and
that two enterprises designed for the production of
military hardware will convert to civil production.

» Twenty-five people from the Ministry have been

appointed as chief designers for civil projects.

More than 40 MSM enterpriscs have been given

specific targets relating to production for the dairy

industry.

* The cxtra funds nceded to reequip the newly ac-

quired enterprises will come from “internal redistri-

butions” of investment.

Lithium technology—which probably has been used

in nuclear weapons and tritium production—will

now be used to produce commercial batteries
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industry when the Ministry of Machine Bulldmg for

" Lightand Pood Trdustiry'’ ‘dhid Hodselicld Appliancss™ "
was disbanded are capable of fulfilling only onc-third

of the plan. Consequently, defense industry- plants
-must pcrform thc rcmamder of. lhe work

-« The séctor will shouldcr mich’of thc responsibility -
for constructing 29,000 enterprises and retooling
38,000 enterprises that process agricultural raw
materials. It must provide nearly half of the 37
billion rubles’ worth of equipment that will be
installed in these facilities during 1988-95.

Two hundred design bureaus involved in weapons
research will be responsible for designing 3,000 new
types of food-processing equipment. The total vol-
ume of rescarch and development work will increasc
sevenfold.

Two hundred and fifty defense industry production
facilities wxll produce food- -processing cquipment -
and “‘some” weapons production plants under con-
struction are being converted to civil production.

When asked if the conversion of his sector's plants
might weaken Soviet defenses, Belousov said that his
nation’s defense policy “must result in arms deliveries
being reduced no further than the level of sensible and
reliable sufficiency for the defense™ of the USSR and
its allics

The Course Ahezd: Fewer Guns, More Butter

Considering Additional Initiatives

We believe the Sovict leadership has already decided
to divert substantial defense industry resources in
response to the increasing pressures to demonstrate
tangible success on the civil side. In table 2, we outline
the strategics the Soviets may be considering, and in
many cases have alrcady begun implementing. The
first three options arc undoubtedly the most appealing

_-}_'j_ the defense industry ta-achieve a5 mugh-growdh. in.

 yithout scaliqe. back W;aeoeadcv. :
opment and produclion. Sowel leaders appear serious
about improving, the e!ﬁcm\cy of the dcfcnsc mduslry
“and" havca].rcady faken stcps {0 remove unncccesary
burcaucratic layers. and to force the sector to hold
down production costs. “Thus, we expect them 10 press

civil producuon as possible through such measuics as

" using equipment during rhoré hours of ihe ddy. in-

creasing the use of scrap metal, and boosting worker
productivity. Simildrly, the leadership may choose to
reduce surge capacity in favor of consolidating weap-
ons production at fewer facilities in order to better
utilize weapons production floorspace while frecing
capacity for civil programs.

The defense industry, however, will not be able to
achieve all of its goals through improved cfficiency.
For this reason, other stategies—which involve diver-
sions of resources away from military production—
also will have to be used. As Ryabev said, plans are

-ajready. under way,to implement the fourth, fifth, and -. -

sixth options in the Ministry of Mcdium Machine
Building. In addition, one of the resolutions released
in the summer of 1988 and statements by Soviet
officials indicate that Moscow plans to convert some
weapons plants—possibly those with long-established
weapons programs—to civil production. Soviet lcaders
probably belicve these strategies give them the flexi-
bility they need to direct resources toward priority
areas, cven though the defense industry will have to
switch from a defense-related activity to a civil activi-
ty. Thus, they may alrcady have decided to reassign
additional military equipment designers, engineers,
and construction crews to civil research and construc-
tion projects, and to convert more weapons manufac-
turing facilities to civil production

We also believe Moscow is considering the last three
options in the table because they would be relatively
casy to implement in the near term and would not
require additional or different production activities.
As an alternative to scaling back military production,
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labor and materials are made
available.

Lum(cd Mmar
disruptions at the factory
fevel as some workers were
shifted to civil production
lincs. Disruptions would
increase if supplics such as
microclcctronics were
diverted.

bubslaulul Only about IO
pereent of defensc industry's
output is consumer durablcs.
Doubling the value of this
oeutput probably would be
feasiblc and would add acarly
5 billion rubles to the total
anaua!l output of consumer
durables. e

Vlodcratc. Would provide final M al in the shor( fun.
assembly floorspace but only Possible substantial
timited workers, materials, and  reduction in surge capacﬂy
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Liniited in short run, given

Substaatial in the long run.

of the rescarch b:uc from
defense work to civil
applications.

Increasc output of civil goods
using production tincs currcatly
devoted to the manufacture of
military hardware.

New capital equipment to
retool production lines,
different supplics, and possibly
trainting for the work force.

Renovate facilities curreatly
producing civil goods, construct
new plants for civil production,
and build apartment complexes
for the employces.

Conslrucl«m crews, materials,
and cquipment.

Requires delivering the same product to a different cus(ouer

Maintain weapons production,
but increase military exports and
usc the reveaues for civil
programs.

No addmon:ll feSOUrees
required.

The best trained and equipped
rescarch and design resources
arc currcatly devoted to
military programs.

long gestation period for
new weapons, but could be
substantial over the long rua.

____capacily in other arcas.

__more cmployces.

Substantia! if the revenucs are

Substaatial. Would reduce
ncar-term as well as
long-term weapons
production capacity.

Limited in the short rua, but
substantial in the long run,
Plants could oaly produce
common-use durables (trucks,
aircraft) in the short run.
Eventually they could cxpand

Substantial in the fong run.
Construction crews,
malcrials, and cquipment
probably would be diverted
from military-related projects.

Substantial in the long run,
Would expand and improve the
capacity devoted to production
{or private consumers and
would cnable the plant
managers Lo attract better and

Modcrate, Lower
quaniitics of military
hardware would be
delivered to Sovict forccs.
However. surge capacity
would be retained.

in hard curreacy and can be
used 1o purchase high-quality
Westera equipment. Lesser
effect if dealing in soft
curcency.
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Increase deliveries of capital No additionid resources

. g0ods to'the civil sector by required. 3 “delense industry output is
Siverting capitgl cquipment ooy o e i gt e high-qualivy capitat cqutpmic, .-
intended to support wéapons R : : much of which we now ¢stimaie

- production. B * ‘is wscd t0'retool weapos-produc:
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" Potential Impact on Ciril
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Potential Impact on Defense .

tion facilitics.

ver 5 percent of

'would mortgage fure™ &* > vt e

Substantial in the long run.
. in.essence, this stratcgy

o e

production capability by
posiponing upgrades. - -

Increase deliverics of No additional resources
malcrials and component parts required.

to the civil sector by diverting

them from weapons production.

<Sub ial. For v

Sub ial. Diversion of

higher quality stect would
caable the food-processing
industry to manufacture better
containers that would lessen
food spoilage. lacreased
availabitity of clectronic
componcnls and circuits would
improve productio processes

higher quality stecl and
other raw materials as well
as clectronic componcats.
which arc in short supply.
would ccrtainly constrain
weapons production and
cause delays in deliverics of
weapons.

and the quality of finished
goods.

Note: Strategies mast likely would be combined. This tabie docs not
address another broad set of strategics—one based on changing
prioritics of purcly civil programs within defense industry.
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the Soviets could export more of their newer weapons,
particularly for hard currency. Although the Third
World debt situation and the growing export competi-
tion from countries like Brazil, China, and Israel
would complicate such cfforts, there is already some
cvidence that the Soviets are trying to move in that
direction.* The currency gencrated from these sales
could be used to purchase consumer goods or capital
equipment. In addition, large-scale weapons exports
would enable the Soviets to maintain production at
higher, more economical rates, which in turn would
reduce average costs. Along these same lines, defense
industrial plants producing multipurpose capital
equipment, semiprocessed materials, or component
parts could suppurt Gorbachev's civil agenda by ship-
ping their output to civil rather than to military

* For instance, the Sovicts cxported over 25 percent of the relatively
ncw MiG-29 Fulcrums they produced during 1987-88. whercas
historically they have tended (0 export only those systems that have
been series-produced for several yeurs

customers. Thesc measures would improve not only
the quality of the inputs needed to produce civil goods,
but also would upgrade the production technologics
used

Although we can only speculate on when and to what
extent these various strategies will be implemented,
we believe Moscow will enlist substantial defense
industry resources for its civil programs. Our initial
analysis—laid out in detail in the appendix for the
land arms (tanks and light armored vehicles) and
aircraft industries—suggests the Soviets could realize
substantial economic benefits from implementing on a
broad scale the various diversion strategies outlined.
In fact, we believe the Soviet leadership has already
decided to divert substantia] defense industry re-
sources in response to the increasing pressures to

canee



« arms and aircraft-industries-have excess capacity: =
Thus, Moscow is. likcly to consolidate weapons
programs in these industries at fewer facitities and
to convert the excess capacity to civil- producuon In

- -‘addmon*wc ‘have-identificd Several Wedpdis pro=

!, ‘grams that the Sovicts may. decide 10 curtail-early,. -
cancel, or scale back in order 10 usc the resou rees to
manufacture high-priority civil equipment (see table
3). :

* Research capabilities. The Soviets have pubdlicly
cxpressed a desire to reduce the development time
and improve the quality of their weapon systems.
Thus, we would expect them to at least maintain
their commitment to high-technology weapons that
are key to future force modernization plans. They
may compensate, however, by initiating fewer devel-
opmental programs and reassigning some cquipment
designers and test facilities to civil pfpjg:cts. ]

» Investment resources. All of the defense industrial
ministrics have construction crews that build and
refurbish facilities. We believe that some of these
resources will be used to build facilities for design-
ing and producing civil equipment, new housing for
the employees of these facilities, and transportation
links. In doing so, however, the Soviets risk delaying
the introduction of new weapon systems

Although Moscow alrcady has decided to divert at
least some defensc industry resources to civil uses, we
should not be surprised by the fact that we have not
secn any direct evidence of such a shift.? Altering the

* To datc, Sovict press reports and (clevision have been the source of
much of our information on defense industry’s support 1o civil
programs. However, such public statements arc intended. in part. to
send a positive message (o Sovict consumers and to (he West.
Conscquently, claims of cuts in military programs or diversions o
defensc industry resources may be exaggerated. Morcover, open-
source reporting has been and probably will continue 1o he revati
and inconclusive :

J

. Producnon’capacuy We asscss that thc Sovucl Iand

] ~crsus buucr r.xuo requires .more’ lhan a. budgcl

’ {'y adjustmcnt and lakcsumq to° 'mplemcnu New,
-detigns miast be develdped s d uctio
pl’aﬁ's"rhds\ 'qu?ﬁhtfgod' Hnandial, hidtesial, and b
man résources must-be reallocated; new production:
“processes miust be set up;and the gdods that Emérge’ "
- must. 'be priced:and shipped to customers. Morcovcr
~once. resource diversions actually begin, it will take
time for us to. ldcnufy and accu(alcly assess any .
resulung Eucuons in wcapons dcvclopmenl or pro-

ducnon

i |

Scaling Back Weapons Production

Gorbachev is now in a position to take further, drastic
actions to secure additional defense industry resources
for his civil programs. Since becoming General Secre-
tary, he has gradually strengthened his control over
the military decision making process, in large part to
hold down the future demand for military hardware.®
For example:

* He was successful in gaining approval for the
concept of a “‘reasonable, sufficient defense” in the
official statement of Warsaw Pact doctrine pub-
lished in May 1987.

reL.
3
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Shipbuilding industry

Missile industry

Electronics, radio,
and communication
equipment industries

' Companents for agriculiural cquipment, -

buses, - |

~f5€mw( m‘:‘:. el e e -.*:‘-

locomatives and rolling stock,
mining-equiprnent,’ T .
all-terrain vehicles

New-geacration civil aiclincrs,
heavy-lift helicopters,

turbines,

aluminum-bascd consumer goods—
such as umps and children's toys

Constraction cquipment,

distillation tawers for refinerics.

oilfield equipment,

kitchen utcasils and supplics,
Pleasureboats

Elcctronic components,

enginecring plastics,

chemicals, -

cameras, -

washing machines

Telecommunications networks,
communications equipment,
clectronic components,
medical cquipment

W.ca pons P((:-gu:ns T>

. delayed.

P;oducllon ﬁl‘-nﬁa‘crn -(:'linkisia'!‘\d nriillcl"y

the Smmounced wafldtéral ‘cuts”

pieccs probably will be scaled back as et of,

The Havoc or Hokum attack helicopters—
which have not cntered serics production as
cxpecicd—could be delayed.

The Yak-41 YSTOL program appears 1o have
sullered some setback in its develooment pro-
gram and could be significantly changed and

The planacd namber of aircraft carriers
10 be constructed could be reduced.
Production of SSBN and /or dicscl subma-
rincs could be cut back.

ave had difﬁcuu}—
manufacturing the Sa-12 surface-to-air

. missile and ¢ould delay or scale back.the. ..

program,

The SS-18 Mod 5 ICBM-—thc USSR's most
costly strategic system—-rcpreseats a
significant improvement in Sovict ability

to dcstroy hardened targets. Even without a
START agreement, the Soviets could deploy
considerably fewer than the 308 $S-18 Mod
4s in the ficld previously.

In the event of 2 START agreement, ICBM
and SL.BM production would be reduced.

Electronic componcats would be relcased
as a result of cutbacks in production of
weapon systems.

Some air defense radar upgrades could be
postponcd.

Nate: The civil products fisted in this table represent what we assess
to be potential arcas for expanded production by the defease
indusiry beyond what we alrcady have ideatificc

[ETARDVEN
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lhal accord with dc? nsc dcctnnc and that rc-
sources be rclcascd l'or pcaccful purposcs.

. Thc Sovict, lcadcr s decisions on INF, wuhdrawxng
forccs from Afghamslan, and pursumg a rapproche-

down fulurc rcquxrcmcnts for mlhlary hardwarc

The capstone of this four-year effort was Gorbachev's
speech tefore the UN General Assembly in Decem-
ber. He announced that the Soviet military would be
reduced by 500,000 men over the next two years and
that 10,000 tanks, 8,500 artillery pieces, and 800
aircraft would be cut from Sovict forces in Eastern
Europe and the European part of the USSR. He also
indicated that the reductions would make a major
contribution to the Soviet economy—both by provid-
ing personnel 1o be reintegrated into civil occupations
and through converting defense plants to civil produc-
tion. When questioned about his UN announcements

. .during.a meeting in Japuary,. Gorbachev stated that .

the military budget would be reduced by 14.2 pcreent
and the production of arms and equipment by 19.5
percent. Further reporting

indicates that these claimed reductions refer to the
total Soviet budget—anot the much smaller spending
figure that the Soviets announce publicly—and that
they will occur during the next two years

[n the near term, these claimed cutbacks in weapons
production most likely will involve land arms and
military aircraft—the systems affected by the an-
nounced force reductions. The manufacturing tech-
nologics used by the facilities producing land arms
and aircraft are similar to those required for the
production of transportation, construction, agricultur-
al equipment, and civil airliners—areas important for
improving consumer welfarc and for repairing a ne-
glected national transportation network. For this rea-
son, we believe Moscow will move quickly to retool
and retrain where necessary: and then use the re-
leased plant capacity, capital equipment, engineers,
and production-linc workers to produce closcly related
civil goods

The Sovict parly confercnca in June 1988 piroposcd

. ment wu,h‘Chma help directly, and indirccily. hold. ..

omlcs 1o, bé,zreaxe dunaz‘
me 13th EY&(L9%~?SLThofee( that: Gorbrehov's <
announted cuts arc io be fully lmplcmcmcd Jus( as

_the next FYP begins sugzests.that, in preparing the .

Five-Yéar Defense Plan, the General Staff is worklng

. with a smaller—and probably moré modern—set of

mlhlary forces than. originally envisioned; thereby

:rcducmg« future modernizatjon-requirements- (see ﬁg- .
ure 2).

oreover, we belicve—{_ .. RFIN
*that Gorbachev i is consxdcnng furlhcr ac-

_t1ons. (n fact, the Soviet leader himself recently stated

that by January 1991, “our forces will be defensive in
nature.” Thus, we would not be surprised 10 see an
announcement this spring of an additional unilateral
withdrawal of forces along the Sino-Soviet border and
a reduction in some naval forces, including older
aircraft carriers and attack submarines. In addition,
Gorbachev could reap political and cconomic benefits
by implementing proposed changes in Sovict strategic
forces. For example, the Soviets have already agreed
as part of a draft START agreement to a 50-percent
reduction in their heavy ICBM force and appcar even
now o be deploying: theit newest and heaviest mis-
sile—the SS-18 Mod 5—in a manner consistent with
these proposed reductions.** Should the treaty die on
the negotiating table, Gorbachev may not deploy
more than the 154 heavy missiles the draft now
sanctions as an international pcace gesture consistent
with the Soviets” new “defensive™ military posture.

Resource diversions made possible by these lower
force requirements must be translated into improve-
ments in consumer welfare and progress in the indus-
trial modcrnization program. As part of their plan-
ning for the next five-year period, Soviet officials will
need to link the defense industsy resources released
from the consolidation of weapons production, unilat-
eral cuts, the withdrawal from Afghanistan, the INF
agreemen, and possibly further arms control agree-
ments to priority civi! requirements {or equipment. In

NL
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1987

General Staff prepares theeat
astintes und milituey
fequircmicnts.

Gosplan assesses long-term
ceonomic potential preparcs

S-ycar prospectus.
1988
Theeat assessments and initiad
requirements peevented.
Leadeeship approves 1S-year tnitiul guidefines on resource
peospectus. allucation w defense issued.
1989 N

Gosplan dralts basic guidelines |
for 15-year plan. detailing anadat Genzral Stuff peepures deaft
target indicutons for fiest live-year
plon (FYP) pericd.

FYDP.

Leadership reviews and
Guonplier issues staee orders. revises draft.

1990

Leadership approves final FYDP.

Ganplan suhmits deaft FYP.

1991

Note: Decreed dendtines e established by Joine CPSU Centeal Committee USSR Cauncil of Minisers resolution.
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While a substantial diversion of resources away from

defense will help the leadership in addressing civil

modernization issucs, they anly scrve to buy Gorba- | . . -
“schév:tinie In ‘éffeit the tradsfer of résonrces Is yet a -
.. Afurther application of traditional Soviet ¢tonomic
strategy of boosting output by applying more re-
_sources to the problem. In the final analysis, cconomic
modernization and productivity increases can be real-
ized only through the application of highly controver-
sial and potentially destabilizing economic reforms.”
The leadership is increasingly awarc of the necessity
of such reforms and their attendant risks; in all
likelihood, the game plan is to use the breathing space
gaincd from a transfer of resources from defense to
build rank-and-file commitment to the regime’s eco-
nomic program and otherwisc prepare the ground-
work for these fundamental changes. Whether this
strategy wjll succeed is highly problematical o

** For iaformation ow the cconomic reforms that have alrcudy been
introduccd and the controversial gacs bein discussed. sce DI
Rescarch Paper SOV 88-!0042£ emJJunc 1988, Soviet
Economic Reforms: An Interim Report Card “
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ln an aucmpl lo dclcrmlnc how Moscow mlghl We also have cvidence that the Soviet aircraft indus-
specificaily task the defense mdus(ry to reduce or try currently has cxcess capacit y, and Wllhln the ncxi .
consolidate weapons producuon in order to contribute fcw ycdl’s could havc ‘more;

Ao:civil programs, B2 have postutated eadse” studies for - - . ‘ . e o
the aircraft and land arms industries. Each. caseswdy: Qe - e T T s T e e
-assesses the mdustry s capability to support civil

programs and the civil products we would cxpect il 1o

produce, weapons programs that might be affccted,

and facilities that might be cand|da.|cs for conversion

to civil production
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Aircraft Industry

The Soviet aircraft irdustry is in a good position to
increase its support to Gorbachev's civil agenda be-
cause it has historically produced civil aircraft and
helicopters in addition to a wide range of consumer
goods and eapital equipmient. Because Sovict conguin- ©
crs—both private and industrial—have an immediate
need for these products, the political leadership will
most likely look closely at the aviation industry for

ways to squecze out sharp increases in civil produc-
tion.

First, Moscow may require the industry to produce
more Mi-26 Halos—a heavy-lift helicopter in high
demand by both the military and the civil scclorst

a

Soviet leaders wilt undoubtedly want to retain some of
this cxcess capacity in the aviation industry for future
military production and for manulacturing sparc
j parts for aircraft no longer produced but still in




ervice., chcrghqi{;_;, they may wclj take sicps’
febiganize and consolidate the industry, (o impra
fficiency, dnd. (o tncrease itsiéapadit yfor-civil produd
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ing is to continue to reduce the number of plants

involved in the final assembly of military aircraft and -

10 increase the number-that produce major subas- -

- véivr +.ssmblies The productiorof moderti ‘Compléx aircraft '

- .isbeyoad the capabilities of most-plants: 100 many
parts, too much technology, and too much high-priced
tooling and equipment are required. In recent years
the Soviet aviation industry has increasingly relied
more on subcontractors for component parts, but the
potential and need for additional contract work—such
as the manufacture of wings and fuselages—is great.
Sovict leaders almost certainly would encourage the
industry to move in this direction because it would
support their overall economic goals of reducing costs
and improving ¢fficiency and product quality and, at
the same time, it would benefit both civil and military
aircraft production

Beyond incicased subcontractinig, the aircrafi indus.
try could usc some of its excess capacity to produce
additional transport aircraft for the civil sector. The
Sovicts have already allocated floorspace for produc-
tion of the three civil airliners they currently have in
development. However, 12 of the 44 priority areas
recently announced for machine building involve pro-
duction of equipment for the transportation scctor.
Thus, the leadership could decide to direct additional
facilities to assemble the new civil airliners once they
begin series production in the carly-to-middle 1990s
in order to upgrade Aecrofiot's domestic flect

[n addition, the leadership may have alrcady dirccted
the aireraflt industry to sharply increase its production
of consumer goods. The aircraft industry controls an
estimated 80 percent of the Soviet aluminum industry
and has historically produced aluminum-bascd prod-
ucts—such as cooking utensils, washing machines,
lamps, and toys—for civil customers. We anticipate
that some of the industry's processed aluminum, plant
floorspace, cquipment designers, assembly line work-
ers, and capital equipment will * ¢ redirected from

One courge of action the teadership might beconsiders"  Tank Taddstry "

- facilities deyoted.to the productian.af tanks [ O

The Soviets currently have an extensive network of

-

The level of manufacturing technology applied in

_Soviet tank plants.is comparable to that of Western

facilitics, and the expansion and modernization of
their tank industry since the 1960s has given the
Soviets a capacity far in excess of their peacetime
needs. Historical rates of tank production suggest that
the tank industry today is operating at only 30-50
percent of full capacity, even though modern tank
manufacturing is actually more complex and depen-
dent on a larger network of specialized suppliers.

4

Most of these improvements were initiated before

Gorbachev came (o power, and they have reficcted a
continuing cflort by the Soviet military to modcrnize
the production base and increasc the output of its

20
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-sijuation. woday, the curreni lea_di;rship ‘may. view the:

-:upgreading of these plants.a;
“eornsolidating ue

Soviet officiils Rave stated the planncd Soviet reduc.
tion in force of 10,000 tanks will be accompanicd by a
_ decreased demand for new production. Their options

D

plants while maintaining their il capacity for
wartime surge production. .

* Consolidating the production of fewer tank models
at the most capable plants and releasing excess
capacity o civil programs.

Simply reducing production while maintaining the
mobilization capacity at cach plant is the least cost-
cffective option for the Sovicts. The opportunity cost
of letting production lines and the work force sit idle
in reserve ignores the civil sector's desperate need for
high-quality machine (ools and skilled workers.

We believe that the Sovicts have the most to gain by

consolidating production of fewer tank models at only.

two or three plants, even though wartime surge
capacily would be diminished. The Sovicts have pro-
duced up to four different model tanks simultaneous-
ly. Moreover, recent modals have becn produced by at
lcast two plan(s[

~

|
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While this reorganization would lessen the fexibility

of the tank industry, eliminating redundancy ivo'ulq )
'rcduc'c«lhc_-numbcpoﬁplqm_s comgeting Tor séarce * "’
resources and enable the. Soviets to morc efficiently - --
develop, manage, and support increasingly complex
and expensive tank programs. Moreover, continued
plant modernization—spurred by returns from divert-
ing defense industry resources to the machine-build-
ing and electronics industries—will help the tank
industry meet future military requirements for quality
as well as quantity.

The resources madc available in a reorganization of
tank programs could be used to increase production of
civil goods that are in great demand in transport,
agriculture, mining, and construction

3 With some
conversion, these plants could support the manufac-
ture of railcars, tractors, cxcavators, or other heavy
cquipment already associated with or built in factories
adjacent o the tank assembly facilitics. (S NF)

The existing support network, heavy manufacturing
capability, and expericnce with defense technologics
at Chelyabinsk and Khar'kov, liowever, would best
prepare them to assume production of other military
vehicles, such as infantry fighting vehicles and self-
propelied artillery. The consolidation of such pro-
grams at these two plants could set in motion a chain
of events that would free resources in the light
armored vchicle and artillery industries (o support
more civil manufacturing at factorics with dissimilar
military and civil programs
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Although rctoolmg and: rclrammg at Sov:ct lank
planls vould stow tlie' vcrslqn {0 civil goods manu~
* factuting; Adadxg:atmg plams xclisively 1o the prodiic

bles would lead to the' most cﬁicu:nl uullzallon of
increasingly expensive resources needed to supply-the
Soviets’ civil modernization campaign. These re- -
sources include raw materials and intermediate prod-

- ucts, such as railear akles, which can be produced-
+quickly in the same cotary forges now turring-outgun" .
barrels, The red uction in tank productio, consolida-.
tioh of programs, and redistribution of resources
would have a ripple effect throughout the network of
industries supporting tank manufacturing and the
civil economy. In fact, the most immediate and
significant benefit to the civil economy most likely
would be derived from the numerous subcomponent
supplicrs whose specialized products, such as engines
and electronics, are in high demand.

Light Armored Vehicle Industry

Although light armored vehicles (LA Vs) were not
included in Gorbachev's announcernent of convention- -
al force reductions and we do not expect total LAY
production to decline, the realignment of programs in
this industry suggests that some resources could be
redirected to civil projects. Soviet production of LAVs
originated in the tank, automotive, and tractor indus-
tries because of similar requirements for plant layout
and tooling as well as common design and construc-
tion characteristics. Over the last 40 years, LAVs
have been produced at nine plants, six of which still
assemble infantry fighting vehicles, armored person-
nel carriers, or armored reconnaissance vehicles.
Since about 1980, however, an increasing percentage
of total LAY output has been produced at two
specialized plants dedicated solely to LAV programs.

,+4.-¢ tiomof. cithermititary equipment-oriconssmer-dusas~ « -npmcm amnady for" produblitn: ’E- .

crcase oul;;ut of chVs agatn when syslenié Jnrdevel

J We estimate that expansion and. modcrn-

*1zauon gt these Twe plants lias givén'thie Sovicts -

sufficient capacity to meet their futire military re-
quirements. Thus, while low-rate production of such
specialized LAYV variants as command and reconnais-
sance vehicles may continue at a number of tractor
plants, resources made available by the apparent shift
in LAV production activity away from dual-produc-
tion plants are not critical to current or projected
LAY programs.

With some plant retooling and work force retraining,
the Soviets could use some of the excess capacity to
produce high-quality components for agricultural ma-
chinery. Soviet officials have stated that farmers do
not necessarily need sharp increases in deliveries of
agricultural machinery but that, instead, thiey need
machinery that is of high quality and is better suited
to their needs. The LAYV industry should be able to
help in this area. After having been expanded and
modernized, the plants have foundries, forges, and
machinc shops on site, which could be used, for
example, to process steel ingots into component parts
for civil goods. Thus, Moscow could task the workers
in these facilitics to produce components for agricul-
tural machinery, or to move excess equipment to
existing agricultural machinery plants to upgrade
their production processes—which would free plant
capacity for production of other high-priority civil
goods

We also belicve the Soviets may convert some of the
cxcess LAV capacity to the production of cars and/or
buses. Initially, Moscow did not give high priority in
the 12th FYP to the automotive industry. With the
new cmphasis on the consumer, however, car and bus
production has becn targeted as a priority arca for
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T -machmc buxldmg Wc bcllcvc that thc automouvc .
: .vmdus(ry will havc dlﬁicully boosung producuon ol’
“thesc;items in the near-tefm withou ut:a-di
SOMmeE dc!’ense ustrial r_oducuonca ity Tbc.,,
“Kurgah Wheeled Tracto{ Pla!:n—onc of tf:.%LAV o
" facilities beheved 1o be undcrulxllzcd—probably .

would be a’candidate for conversion because it is’

located near the Kurgan Motor Vehicle Plant, which

has an established supply rictwork, spccmhzcd materi-
. als, trained labor, .and capita) cqulpmcm.dcszgncd for.. ...~
'mannfacturmg wheeled vehicles.
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